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ABSTRACT 



In response to a request from the House of Representatives, 
employees of the General Accounting Office conducted structured interviews 
with about 100 officials at 12 universities and colleges around the .United 
States about several issues related to college students and credit cards. 

They also reviewed three studies of credit card use by college students and 
interviewed officials from consumer groups and representatives of credit card 
issuers. The report focuses on credit cards students have in their own names, 
not those cosigned by another individual, typically a parent. Credit cards 
were generally perceived as advantageous to college students, but there was 
concern about the risks they present for this group. College students appear 
more likely to run up bills they cannot pay because of their inexperience 
with financial matters. Credit card debt combined with student loan 
repayments and other expenses may make a substantial repayment burden for 
students. The studies reviewed showed that the majority of college students 
had at least one credit card in their name, and some already had credit card 
debt. One study that reported actual credit card balances from credit reports 
for a sample of loan applicants showed that 78% had credit cards, and carried 
an average balance of $2,748. These students were not necessarily 
representative of college students as a whole. Certain credit card issuers 
marketed to college students because they expected students to continue to 
use the cards in a responsible way. University policies about credit card 
solicitation on campus varied widely. The evidence suggests that credit card 
use may indeed be a problem for college students. Six appendixes contain a 
discussion of the scope and methodology of the study, reviews of state 
legislation and studies of college students and credit cards, the card issuer 
code of conduct, a letter used in the survey, and a list of contacts and 
staff acknowledgments . (Contains 2 tables and 14 figures.) (SLD) 
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jGAO 

Accountability * Integrity * Reliability 

United States General Accounting Office 
Washington, DC 20548 



June 20, 2001 

The Honorable Louise M. Slaughter 
House of Representatives 
The Honorable John J. Duncan 
House of Representatives 
The Honorable Paul E. Kapjorski 
House of Representatives 

This report responds to your request that we examine several issues 
related to college students 1 and credit cards. 2 Eighteen year olds can enter 
into a financial contract for a credit card in their name — without the 
consent or signature of a parent or guardian — in most states. Controversy 
and media attention have surrounded these issues in recent years, and 
several state legislators and members of the U.S. Congress have 
introduced legislation related to college students’ use of credit cards. As 
agreed with your offices, our objectives in this report are to describe (1) 
the advantages and disadvantages credit card use presents to college 
students and available bankruptcy data, (2) the results of key studies 
showing how college students acquire and use credit cards and how much 
credit card debt they carry, (3) universities’ policies and practices related 
to on-campus credit card marketing, and (4) the business strategies and 
educational efforts credit card issuers direct at college students. 

To address your request, we conducted structured interviews of about 100 
officials at 12 universities and colleges around the country, including 
student deans, bursars, comptrollers, financial aid officials, student union 



*By “college students,” we mean those enrolled full time as undergraduates at 4 year 
colleges and universities in the United States. There were 5.4 million full-time 
undergraduate students at 4-year colleges and universities in the United States in the Spring 
of 2000. See Student Monitor, Financial Services, Ridgewood, NJ: 2000. 

2 The focus of this study is the “bank card” issued by American Express, Discover, and the 
financial institutions that are members of MasterCard and Visa. These cards are general- 
purpose credit cards that allow customers to carry an unpaid balance, require a minimum 
payment each month, and charge interest on the unpaid amount. Our scope does not 
include travel and entertainment cards that do notallow the user to roll over an unpaid 
balance from month to month, credit cards that can be used only at a specific store, or 
debit cards that deduct the cost of purchases directly from consumer checking accounts. 
For a general discussion of credit cards see Thomas A. Durkin, “Credit Cards: Use and 
Consumer Attitudes, 1970-2000,” Fedeml Resolve Bulletin , Sept.'2000; and David Evans and 
Richard Schmalensee, Paying With Plastic: The Digital Revolution in Buying and 
Bonvwing , Cambridge, MA: MIT Press, 1999. 
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directors, alumni association officials, credit union officials, and student 
government representatives. We selected a variety of universities based 
upon their status as public or private institutions, geographic region, 
admissions policy, size and composition of the student body, cost of 
attendance, and other factors. On campus, we also collected credit card 
applications and observed the solicitation of students at tables set up in 
student unions. We also interviewed officials from five consumer groups 
and five credit card issuers. We analyzed studies on college students and 
credit card use as well as documentation from universities, consumer 
groups, academics, and federal bank regulators. 

Credit card issuer participation in our study was voluntary because we do 
not have a legal right of access to any account data or business 
information of credit card issuers. We obtained information on business 
strategies from six large credit card issuers. 11 Some credit card issuers 
were not comfortable discussing certain issues, citing the confidential and 
proprietary nature of information such as the criteria the companies use to 
evaluate applications. One credit card issuer declined to meet with us or to 
answer written questions we submitted. Because we were unable to get 
account data from major credit card issuers we were unable to address 
some questions you asked, such as whether college students manage their 
credit card debt differently than other groups including new credit users 
and general credit card users. We are continuing our negotiations with 
nine credit card issuers on creating a pooled database of information from 
credit card accounts that would allow us to undertake an independent 
analysis of college students’ accounts and compare them with the 
accounts of other types of credit card users. If these negotiations were to 
be successful, we would issue a separate report to you on the results of 
that work. Appendix I provides a complete description of our scope and 
methodology. Appendix II provides the information you requested about 
actions taken or pending in state legislatures since January 1999, regarding 
college students and credit cards. 



Results in Brief 



Credit cards were generally perceived as advantageous to college students, 
but there was also concern about the risks they presented for this group. 
Students, university officials, and representatives of consumer 



^This report focuses on credit cards that college students have obtained in their own name 
and for which they have payment responsibility. Our scope excludes credit cards cosigned 
by another individual — typically a parent — who is responsible for making payments if the 
student does not. 
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organizations and credit counseling services agreed that credit cards 
offered students many advantages. Credit cards provided convenience and 
security and were especially useful in emergencies, allowing students to 
pay for unplanned medical expenses or purchase airplane tickets home. In 
addition, they allowed students to establish credit histories that can help 
in acquiring additional credit in the future. But some university officials 
and debt counseling services told us that they believed that college 
students were more likely than other types of credit card users to run up 
debts they could not pay because of their financial inexperience. This 
problem could become particularly severe after graduation, when many 
students must begin making payments on education loans (about half of 
college graduates leave schools with an average of $19,400 in student 
loans). Credit card debt combined with education loan repayments and 
other expenses graduates may incur — such as renting an apartment and 
buying a car — may create a substantial repayment burden. We were unable 
to determine how many college students file for bankruptcy and what, if 
any, contribution credit card debt might have been. 

The three studies we reviewed showed that the majority of college 
students had at least one credit card in their name, and some had credit 
card debt. Two of the studies, which were representative of a larger 
national college student population, but which relied on self-reporting, 
showed that 63 and 64 percent of students had credit cards. Most of these 
students (59 and 58 percent) reported paying their balance in full each 
month; among the 42 percent who did not pay in full in one study, the 
average balance was $577. 4 Much smaller percentages — 14 and 16 
percent — said they had balances over $1,000, and in one study, 5 percent 
reported balances exceeding $3,000. A third study reported actual credit 
card balances from credit reports based on a small sample drawn from 
students applying for a particular type of student loan and was not 
designed to be representative of college students as a whole. The study 
reported that 78 percent owned credit cards and carried an average 
balance of $2,748. These higher numbers for credit card ownership and 
average balances may reflect the different characteristics of the subgroup 
applying for this loan and the fact that data from credit reports, and not 
self-reports of indebtedness, were used. About one third of the students 
said that they acquired credit cards through mail solicitation (36 to 37 
percent) and about one quarter from campus displays and solicitation (21 



4 Research suggests that individuals tend to underreport the amounts or levels of certain 
information — such as consumer debt — that could reflect poorly on them. 
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to 24 percent). They reported using credit cards for a variety of expenses, 
including books, supplies, food, clothing, entertainment, school fees, and 
tuition. 

Universities’ policies and practices regarding credit cards — and in 
particular regarding solicitation — varied not only across universities, but 
also within the universities themselves. We found that policies were either 
campuswide (all parts of the university were subject to one set of rules) or 
allowed individual entities, such as bookstores, student unions, and 
alumni associations, to set their own rules. Of the 12 universities and 
colleges we visited, 2 state universities had relatively restrictive policies 
based on state law; and one private university prohibited credit card 
solicitation. Nine institutions had decentralized policies. On these 
campuses, for example, a student union might restrict solicitation, while a 
bookstore might not. In some cases, complaints from students about 
aggressive marketing had led the universities to adopt policies restricting 
on-campus marketing. Both university officials and students cited the 
personal solicitation of college students on campuses as causing the most 
controversy. One official pointed to the “carnival atmosphere” marketers 
created and many raised concerns about aggressive sales practices. Card 
issuers paid credit card vendors by completed application. Several major 
credit card issuers made an effort to address this problem by adopting a 
“code of conduct” for contractors that solicit on campuses. All but two of 
the universities had made efforts to educate students about handling their 
finances, including offering informal “financial education” presentations, 
debt counseling, and on-line information. Two universities made 
bankruptcy attorneys available to counsel students who were having 
financial difficulties. One attorney told us that about one in five students 
who used the legal service over the past 3 years sought advice or 
information on credit card debt issues. Few of the universities we visited 
collected data on why students left college, but most of the universities 
cited financial concerns as possible reasons why college students decided 
to leave prior to graduation. 

As part of their overall business strategy, certain credit card issuers 
marketed to college students because they viewed them as good 
customers who would continue using the issuers’ credit cards in a 
responsible way. These companies used a variety of strategies to solicit 
students, including soliciting on campus and the Internet, although many 
favored direct mail marketing. Some issuers had arrangements with a 
certain part of a university (e.g., an athletic department or alumni 
association) that allowed the issuer to offer a credit card bearing the 
university logo in return for payments from the issuer. Most of the issuers 
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we talked with customized their risk management or underwriting 
standards (or both) for college students and sometimes adjusted the terms 
and conditions of the cards. Other companies treated college students like 
other first-time cardholders. Card issuers distributed credit information 
materials and provided financial support to financial literacy and debt 
counseling organizations. Most card issuers provided counseling to help 
college students who were having trouble making payments and worked 
out payment plans or reduced interest payments. Some issuers referred 
students to credit counseling services. 

We obtained comments on a draft of this report from representatives of 
the credit card issuers, the firms responsible for the studies we analyzed, 
the universities we visited and staff of appropriate federal regulatory 
agencies. The credit card issuer representatives objected to our 
presentation of the views of university officials stating that they were not 
necessarily a reflection of the experiences on campuses nationwide. Our 
draft had noted that our sample was not intended to be representative of 
universities in the United States, but we also noted that we interviewed 
about 100 officials at 12 universities in different parts of the country and 
with different characteristics of size, cost of attendance, and other factors. 
The issuers’ comments and our responses are summarized at the end of 
the report. Officials of universities who reviewed the university section of 
the draft report agreed with our presentation of their views and the 
information they provided. All who reviewed the draft report or sections 
pertinent to their organizations made some technical suggestions that we 
addressed as appropriate. See pages 41 to 44. We are not making 
recommendations in this report. 



Background 



In this report, the term “university” includes nonacademic entities such as 
the university administration, student union, alumni association, athletic 
departments, and bookstore. These entities may or may not be 
autonomous (see fig. 1). Student unions are the center of college 
community life, serving students, faculty, staff, alumni, and guests, and 
therefore are often the focus of credit card marketing. Alumni associations 
provide a fund-raising link to graduates, offer financial services to alumni 
and students, and therefore can be a source of credit card customers. As 
taxpayer support for universities has diminished relative to other sources 
of income, universities have sought to raise funds by increasing tuition and 



O 

EkLC 



Page 5 



9 



GAO-Ol-773 College Student Credit Cards 



